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President’s Report to Shareholders 


Dear Shareholder: 


With the acquisition of Ilco 
Corporation, Unican has come of 
age. The Unican group of companies 
has attained an annual sales level 
of $24 million with over 1,800 
employees. Our sales growth from 
$5.4 million in 1971 to $16.1 million 
in 1972 was achieved through 
internal expansion, plus the 
acquisition of Ilco Corporation. 
This is an increase of 198%. 


At Ilco, previous losses averaged 
$600,000 per year over a five-year 
period. Unican management and 
financing, coupled with the excellent 
cooperation of the Ilco management 
group, has enabled us to change 
these losses to a profit situation. 


At Ilco, we have begun several 
major changes of product and are 
in the process of installing new 
equipment, all of which will add to 
the modest profit base achieved 


in the first five months of Unican 
participation. 


For the interest of our shareholders, 
we are reporting the profits of 
Unican and Ilco separately, as 

well as consolidated. We feel that 
this will give our shareholders a 
clear picture of both Unican and 
Ilco compared with the previous 
year. 


(IN THOUSANDS OF DOLLARS) 


ILCO CORP. UNICAN excluding Ilco UNICAN/ILCO Consolidated 
5 mos. to 5 mos. to 12 mos. to 12 mos. to 12 mos. to 12 mos. to 
June 30/71 June 30/72 June 30/71 June 30/72 June 30/71 June 30/72 
Sales $ 7,383 $ 7,978 $ 5,418 $ 8,126 $ 5,418 $16,149 
Net Profit (loss) Pretax (165) 266 145 454 145 702 
Pretax earnings/share 16.8¢ 62.4¢ 


For the immediate future, we will 
follow a course which includes the 
disposal of unnecessary real estate 
and fixed assets, consolidation of 
existing product lines, renewal and 
rationalization of manufacturing 
facilities, improvement of manu- 
facturing methods and efficient 
introduction of new products as 
quickly as possible. 


As part of this program, since 
June 30, we have entered into an 
agreement to sell our Selma, 
Alabama facility which specialized 
in the manufacture of locks for 
automobiles and other special 
equipment applications. We expect 
that most of the sales volume lost 
in this transaction will be picked up 
through growth of our regular 
products. Of greater importance, 
the funds derived from this sale 
(approximately $1.2 million cash 
plus approximately $200,000 in a 
one year note) will increase our 
working capital and enable us to 
operate more profitably with the 
retained extensive product range 
Unican now manufactures. 


While Unican’s pretax profit has 
shown a Satisfactory increase over 
the previous period, the results were 
substantially affected by items such 
as the U.S. surcharge applied to 
Canadian exports and the strength 
of the Canadian Dollar for exchange 
market. 


In keeping with conservative 
accounting, we have decided to 


write off against surplus the goodwill 


acquired through our acquisitions. 
This decision will free future years 
earnings from goodwill charges. 


During the last six months, our 
Research and Development Division 
have produced sample products in 
two important fields, zinc air 
batteries with application in fields 
such as hearing aids, and a solid 
state device for timing of equipment 
and other special electronic 
applications. 


Unican is now one of the largest 
manufacturers in North America of 
furniture and cabinet hardware, 
replacement locks, replacement 
keys, security locks and systems. 


We now have the financial, 
engineering, manufacturing and 
marketing strength to sustain a 
continued pace of growth through 
internal resources. The results of 
our first quarter, the three months 
ending September 30, 1972 show 

a sales increase of 300%, from 
$1.6 million to $6.4 million, confirm- 
ing our growth pace. 


We are entering a period of growth 
where product knowledge and 
security awareness will be of prime 
importance. We thereby will build 
our management team and educate 
our customers in the use of newer 
and more sophisticated products 
and security systems. 


In October 1972, we have issued 
through a private placement, an 
additional 250,000 common shares 
at $4.25 per share. The proceeds of 
this issue will be used to increase 
working capital and finance future 
growth. 


At this time | wish to take this 
opportunity to thank our employees, 


suppliers, bankers and investors, 
all of whom have contributed in 
making the Ilco acquisition possible 
and for helping us turn the first five 
months of our Ilco association into 
a successful and profitable venture. 


Co hy od) 


Respectfully submitted, 
Aaron M. Fish 
Chairman of the Board. 


Report from Executive Vice-President 


In early 1969 UNICAN acquired 
CAPITOL INDUSTRIES LTD. and 
its associates. This integration of 
the complementary facets of both 
groups has proven to be very 
successful. The resulting blend of 
management, manufacturing 
capabilities, marketing abilities and 
staff has enabled UNICAN to forge 
positively and aggressively ahead. 


From this platform, on January 27, 
1972, UNICAN acquired the ILCO 
CORPORATION of Fitchburg Mass. 
Here again the union of concurrent 
groups has provided us with 


opportunity to further integrate and 
greatly expand our markets, our 
manufacturing base and the 
expertise of the whole organization. 


This amalgamation has given us 

the powerful adjunct of an overall 
marketing force of over sixty people, 
as well as the availability of a highly 
versatile and large manufacturing 
capacity for the production of keys, 
locks and hardware of all kinds. 


In the short period of about six 
months the dynamic results of this 
union have already been most 


gratifying, as has been mentioned 
in the letter from the President. 


The potentional of our expanded 
enterprise is most interesting and 
challenging and we are certain 
UNICAN will continue to show 
increasingly satisfying results. 


Our success to date has been due 
to the team work of all our staff 
whom | take this opportunity to 
thank one and all. 


Respectfully submitted, 
J. L. Switzer 
Executive Vice-President 


Report from Ilco Corporation 


In the period of months that we have 
become part of the Unican family, 
all of us in the Ilco Management 
appreciate the smooth integration 
of our Management into the new 
Corporate Structure. We appreciate 
Unican’s and Ilco’s mutual views 
for strengthning the growth of our 
operation. Corporate help and 
direction in all areas has stimulated 
rapid action in increased efficiency, 
the elimination of low profit lines, 
the introduction of new products 
and expansion of our sales activity 
in Our remaining high profit margin 
lines. 


The ample evidence that the security 
products market will maintain its 
excellent growth, assures IIco’s 
management of an excellent 
opportunity to contribute our full 
share to the profitability of Unican. 


Our merger into Unican has enabled 
us to extend our line, fill our pipe 
lines, and we are now weli on our 
way to maintaining adequate 
inventories for shelf deliveries. 


As we see new equipment arrive, 
we know that Unican’s concept 
and action to improve our operation 


and to make us more competitive 
and profitable is a reality. 


All of these steps have given ILCO 
employees a greater sense of job 
security and an appreciation of 
their greater opportunity as part 
of the Unican team. 


S. V. Saginor 
President, Ilco Corporation 


The past year has seen a dramatic 
increase in Our sales and our 
manufacturing division has met this 
stimulating challenge. Both our 
productivity and our expanding line 
of products have leaped ahead. 


The foresight of our present choice 
of location and the flexibility of our 
present facilities is now showing 

its rewards. This has resulted in our 
ability to service our customers 
with required deliveries of quality 
products as the demand continually 
grows and yet enhance our 
profitability. 


We are now manufacturing several 
new lock products as a result of our 
association with Ilco Corp. 


Our venture into the manufacture 
and sales of cabinet hinges has 
expanded far behind our most 
optomistic expectations. 


These upsurges of production has 
required us to automate and retool 
several areas to further increase 
productivity and profit. 


The Richmond Die Casting Division 
of contract aluminum die castings is 
now an efficient profit centre due 
to the concerned and imaginative 
effort on the part of everyone 
involved in this Division. This was 
achieved by eliminating production 
which was not profitable and 
replacing this with contracts which 
could be produced well and 
profitably. 


We foresee the need for expanded 
production of the products for the 
family of Unican companies. 


These accomplishments have 
required the devotion of a very 
conscientious staff which we 
appreciate. 


S. L. Belzberg 
Vice-President 
Unican Manufacturing 


Report on American Manufacturing 


Since our merger into Unican we, 

in Ilco’s Manufacturing Division, 
are gratified to see many of our 
necessary programs come into 
being. The updating of our equip- 
ment and the consolidation of 
operations to produce efficiently 
will result in good returns on our 
investment: Our present ability to 
aggressively pursue the modern- 
izing of our current facilities will also 
have a decided effect on the quality 
of our product and on our product- 
ivity and trusly improve our 
competitive position. 


An ambitious and necessary 
program is underway to completely 
re-equip our key and key duplicat- 
ing machine departments. As each 
new piece of equipment arrives our 
ability to service our customers is 
further enhanced and assures our 
leadership in the locksmith supply 
field. Our parent company’s 
recognition of the need for a 
retooling program on most major 
product lines and the innovative 
suggestions received from them 
are most important. 


The consolidation of the Keil 
operation with Fitchburg will enable 
us to make substantial savings and 
the concentration of effort will 
certainly add to our profitability 


The completely new installation of 
the most modern electric melting 
facilities and automatic sand 
handling equipment at our Orange 
Foundry will give us the ability to 
produce quality castings. This area 
has been of particular concern to 
all of us due to the broken dates 
and poor quality castings from 
outside vendors. The future of 
Orange Foundry both in terms of 
what it can do for Ilco as well as 
for other customers assures us of 
a fine profit center. 


Having been apprised of the U.S. 
ecology laws and the drastic OSHA 
requirements, Unican has accepted 
its responsibility and we are 
proceeding with our programs in 
these areas. 

In summary, Our association with 
Unican assures us that we will have 
continuity of our programs and that 
we at Ilco can look forward to a 
productive operation that will 
materially aid in the attainment of 

‘ corporate profit goals in an 
expanded market and more job 
security for our people. 


W. R. Todd, Vice-President, 
Ilco Manufacturing 


Our association with Unican has been 
a real stimulant to all of us in the 
ILCO Marketing Division. 


We have re-assened our product lines 
and discontinued low-profit margin 
items. Thus we are concentrating our 
sales effort on products which have 
good customer acceptance and will 
produce satisfactory profit for the 
Corporation. We are now in a stocking 
position which will result in better 
customer service in many areas and 
are increasing our distribution in 
several markets. 


Our affiliation with Unican assures us of 
an agressive future in the replacement, 
security and architectural hardware 
fields. 


The Independent Lock Division, special- 
izing in service to national chains, lock- 
smith supply distributors, wholesale 
hardware distributors, etc., is anticip- 
ating a successful year due to intro- 
duction of several new items this fall. 


Sales have improved in key blanks and 
special packaged goods for the Mass 


Merchandisers and the major national 
chains. Packaging has played a large 
part in this area. 


Current plans also call for updating our 
entire key blank line including a line of 
foreign key blanks, thus allowing us to 

offer a complete line to our distributors. 


The Lockwood Division of ILCO, which 
directs its Marketing effort to the Archi- 
tectural and Commercial fields, has a 
result of product reevaluation offered 
new designs and styles to our customers 
to keep them competitive. With the 
addition of the Unican Push Button and 
Electronic Security Devices. Lockwood 
will offer to its customers a wide range 
of items not previously available. 


Unican has opened up markets in both 
Canada and the United States for 
products not previously available to 
either organization; consequently our 
Corporate sales volume should increase 
materially with more effective and 
economical use of our sales organization. 


D. S. Wright 
Vice-President Ilco Marketing 
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Report on Canadian Marketing 


Visions became realties. If you are 
an avid ‘“‘report-watcher”’ of our 
Corporation, you will undoubtedly 
agree with us. With the concerted 
effort of an inspirational top 
management, an animated sales 
force and a highly skilled manu- 


facturing team, our sales are hitting 


new highs. 


In the last few years, our most 
optimistically prepared sales 
forecasts have been greatly 
surpassed by the actual figures. 


To illuminate the above, we would 
like to fill you in on the marketing 
operations of our various 
departments. 


Our share of the market in the 
furniture trade is constantly — 
increasing at an accelerated pace 
both in Canada and the U.S. 


With the introduction of new 
products, such as self-closing 
hinges and desk locks, among 
others, our sales directed towards 


distributors, major chain stores 
and cabinet makers have greatly 
increased, and the coming few 
months will see an even greater 
share of these markets. 


Our security lock division has 
impressively increased sales. 
Advanced bookings for our new 
and well accepted push button 
locks — production to be released 
in the early spring of 73 — are 
very encouraging and we anticipate 
high volume sales. 


Finally, the most important aspect 

of our operation is the exchange of 
products and marketing facilities 
between our American and Canadian 
Companies which, when completed, 
will be highly profitable for every- 
body concerned. 


T. Molnar 
Vice-President, 
Unican Marketing 


Report on Simplex Division 


The SIMPLEX system of KEYLESS 
locking through pushbuttom com- 
binations provides the dual 
advantage of greater security as 
well as increased convenience for 
many security applications. 


As more and more locks are 
required for protecting people and 
property, the inconvenience of 
carrying additional keys is becoming 
more apparent to the public. An 
increasing number of Simplex locks 


are being used in rural areas where 
few locks were needed in the past 
and people are not used to carrying 
keys. Many of our products are now 
securing doors in office buildings 
and factories that were never locked 
before because of the difficulty of 
keeping track of numerous keys. 


Since there are no keys to issue 
and control, the Simplex is an ideal 
lock for controlling authorized entry 
of groups of people in hospitals, 


schools, public buildings, industrial 
plants, etc. 


We believe the market for push 
button combination locks will 
continue to grow because of the 
security and convenience they 
offer. We also expect the Simplex 
to continue to participate fully in 
this new field. 


D. Creedon 
President, Simplex Division 


UNICAM SECURITY SYSTEMS LTD. 


and its subsidiaries 


Consolidated Statement of oe 
Income 
Year Ended June 30, 1972 


UNnICAN 


1972 1971 
(Note 15) 
Sales 16,104,196 5,418,071 
Cost of goods sold and operating expenses before the undernoted items 14,592,571 4 852,739 
1,511,625 565,332 

Depreciation on fixed assets (Note 2(b) ) 378,063 192,356 
Amortization of patents and franchises (Note 2(c) ) 10,308 4,402 
Interest on long-term debt 140,980 71,541 
Other interest 3 191,687 47,540 
Research and development, net of government grants 
of $242,073 (1971 - $172,478) (Notes 2(d) & 17) 65,975 104,253 

787,013 420,092 
Income before income taxes and extraordinary gains 724,612 145,240 
Income taxes (Note 18): 
Current 8,650 aie 
Deferred j 307,953 88,021 

316,603 88,021 
Net income on operations, including minority interests 408,009 57,219 
Minority interests in net income on operations (Note 19(b) ) 22,233 ae 
CONSOLIDATED NET INCOME BEFORE EXTRAORDINARY GAINS 385,776 57,219 
Extraordinary gains (Note 20) 202,321 17,546 
CONSOLIDATED NET INCOME FOR THE YEAR $ 588,097 $ 74,765 


EARNINGS PER SHARE (Note 21) 
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UNICAM SECURITY SYSTEMS LTD. 


(A public company incorporated under the laws of Canada) and its subsidiaries 


Consolidated Balance Sheet he 
June 30, 1972 


UNnICANM 


Assets 


CURRENT ASSETS 


Cash 

Accounts receivable 

Sundry receivables 

Amount due from shareholders on sale of real estate (Note 23(a) ) 
Due from directors 

Inventories (Notes 2(a) and 4) 

Prepaid expenses 


FIXED ASSETS (Notes 2(b) and 5) 


Land, buildings and equipment, at cost 
Accumulated depreciation 


OTHER ASSETS (Note 2(c) ) 


Patents and franchise rights, at cost less amortization 
Deferred development costs 
Deposits and sundry assets 


APPROVED BY THE BOARD: VA 
Director @ a) 
MAS ae. 
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1972 


279,696 
3,914,959 
88,262 
106,390 
4,819 
5,665,857 
123,250 


10,183,233 


9,774,463 


5,009,300" 7 


4,215,095 


106,415 
7,981 
59,849 


174,245 
$14,572,573 


1971 
(Note 15) 


23.952 
1,097,421 


79,030 | 


2,392 
895,491 
30,704 


2,128,990 


2,953,998 _ 
800.611 


2,153,387 ) 


99,035 
2,800 
36,661 


138,496 


$ 4,420,873 


CURRENT LIABILITIES 


Bank indebtedness (Note 6) 
Accounts payable and accrued liabilities 
Current portion of long-term debt 


LONG-TERM DEBT (Note 7) 


Mortgages and loans payable 
Less: portion due within one year, included above 


DEFERRED INCOME TAXES (Note 18) 


INTERESTS OF MINORITY SHAREHOLDERS IN 
SUBSIDIARY COMPANIES (Note 19(a) ) 


COMMITMENTS (Note 10) 
CONTINGENT LIABILITIES (Note 11) 
LITIGATION (Notes 12 and 13) 
SUBSEQUENT EVENTS (Note 14) 


Liabilities 
1972 


3,754,200 
3,698,041 
297,014 


7,749,255 


2,824,050 
297,014 


2,527,036 


166,701 


637,559 


Shareholders’ Equity 


CAPITAL STOCK (Notes 8 and 9) 


Authorized: 
45,000 preferred shares, 5% non-cumulative, 
redeemable at par value of $1 each 
2,000,000 common shares without par value 


Issued: 
12,600 preferred shares 
1,448,250 common shares (892,750 in 1971) 


CONTRIBUTED SURPLUS 
DEFICIT 


12,600 
3,941,472 


3,954,072 
23,466 


(485,516) 


3,492,022 
$14,572,573 


1971 
(Note 15) 


897,730 
1,033,701 
94,585 


2,026,016 


1,198,116 
94,585 


1,103,531 
101,405 


14,000 


12,600 
2,055,355 


2,067,955 


11,733 
(903,767) 


1,175,921 
$ 4,420,873 
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UNnICAM SECURITY SYSTEMS LTD. 


and its subsidiaries 


Consolidated Statements of 
Deficit and Contributed Surplus 


Year Ended June 30, 1972 UNICAN 


Consolidated Statement of Deficit 


Restated deficit at beginning of year (Note 16) 


Consolidated net income for the year 
Unallocated excess of cost of shares of subsidiary acquired during the year 


over net book value of underlying assets written off 
DEFICIT AT END OF YEAR 


Consolidated Statement of Contributed Surplus 


(arising from forgiveness of loan from government development grant agency) 


Balance at beginning of year 
Portion of loan forgiven during the year 
CONTRIBUTED SURPLUS AT END OF YEAR 
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1972 


903,767 
588,097 


315,670 


169,846 


$ 485516 


19k 


11,733 
11,733 


$ 23,466 


$ 


1971 
(Note 15) 
978,532. 
74,765. 


903,767 


: 


903,767 


1971 
(Note 15) 


11,733 


($ ThRe 


UNICAM SECURITY SYSTEMSLTD. 


and its subsidiaries 


Consolidated Statement of ba 
Source and Use of Funds 
Year Ended June 30, 1972 


SOURCE OF FUNDS 


Consolidated net income for the year 

Items not involving a current use (source) of funds: 
Depreciation on fixed assets 
Amortization of patents and franchises 
Deferred income taxes 
Minority interests in net income on operations 
Extraordinary gains 


Funds provided by operations 

Working capital of Ilco Corporation and its 
subsidiaries at date of acquisition 

Minority interest’s contribution to capital of subsidiary 
Reduction in long-term receivables 

Proceeds of disposals of fixed assets 

Increase in long-term debt 

Issuance of common shares 


USE OF FUNDS 


Purchase of shares of Ilco Corporation 

Additions to fixed assets 

Additions to other assets 

Reduction in long-term debt 

Dividends on preferred shares of subsidiary of Ilco Corporation 


INCREASE IN WORKING CAPITAL 
Working capital (deficiency) at beginning of year: 
As previously reported 


Adjustment to professional fees payable 
Other adjustments 


WORKING CAPITAL AT END OF YEAR 


1972 


588,097 


378,063 
10,308 

307,953 
22.233 

(202,321) 


1,104,333 
378,141 


35,082 
261,774 
87,000 
RHO 129 


3,433,459 


18 
827,731 
2hioer 
240,964 
6,175 


1,102,455 
2,331,004 


142,678 
(42,000) 
2,296 


102,974 


$ 2,433,978 


1971 
(Note 15) 


74,765 


192,356 
4,402 
88,021 


(17,546) 


341,998 


14,000 


8,700 
325,000 
184,000 


873,698 


437,116 
47,359 
213,552 


698,027 
175,671 


(63,573) 
(14,350) 
5,226 


(72,697) 


$ 102,974 
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UNnICAMN SECURITY SYSTEMSLTD. 


and its subsidiaries 


Notes to Consolidated a 
Financial Statements 
Year Ended 

June 30, 1972 


1. Principles of Consolidation 


The consolidated financial statements include the accounts of the company and all of its subsidiaries. As the iy 
Canadian and United States dollar at the acquisition date of the foreign subsidiaries was close to parity, the company — 
has established a policy of translating the accounts of foreign subsidiaries to Canadian funds at a book rate of ~ 
par. The company will continue to use this book rate, unless an exchange fluctuation deems it necessary to change ~ 
the existing book rate. 


2. Accounting Policies 


a) Inventories: 
Inventories are valued at the lower of cost and estimated net realizable value. 


b) Depreciation and amortization of fixed assets: 


Fixed assets are depreciated using primarily the straight-line and the sum-of-the-years-digits methods at rates based * 
upon the following estimated useful lives of the assets: 


Buildings — 5 to 40 years 
Machinery and equipment — 5 to 15 years 
Leasehold improvements — term of lease 
c) Amortization of intangible assets: . | 


— Patents and franchise rights are amortized on the straight-line method over their estimated useful lives, which 
are generally seventeen years. 

— Research and development expenses in respect of new products utilizing existing manufacturing processes are 
charged to operations as incurred. Research and development expenses in respect of new manufacturing 
processes are charged to operations on the earlier of the date upon which production commences or twelve 
months from the date of the inception of the project. 


— The unallocated excess of the cost of shares of subsidiaries over the net book value of the underlying assets 
at the dates of acquisition is charged to deficit in the year of acquisition (see Note 15(b) ). 


d) Government grants: 


Various government grants are obtained to assist the companies in the research and development of new products 
and manufacturing processes. Grants applicable to capital expenditures are applied in reduction of the cosis of 
the fixed assets acquired and grants in respect of current expenditures are applied in reduction of research and 
development expense. 


e) Pension plan: 


A subsidiary, Ilco Corporation, and its subsidiaries have various non-contributory retirement plans covering sub- 
stantially all employees. Accrued pension costs are fully-funded and, at the date of the most recent actuarial 
valuation, the total of the pension fund assets was greater than the actuarially computed value of vested benefits. 


3. Subsidiaries Acquired During Current Year 


On January 27, 1972 the Company acquired a 93.3% interest in the common shares and a 71.4% interest in the 
convertible preferred shares of Ilco Corporation of Fitchburg, Massachusetts. Ilco Corporation and its subsidiaries 


are producers of keys, locks and builders’ hardware in the U.S.A. 


The following net assets were acquired in the transaction, which was accounted for as a purchase: 


Net assets other than goodwill at book value 
Add: cash received from the issue of treasury shares 
of Ilco Corporation to Unican Security Systems Ltd. 


Premium paid on purchase: 


Allocated to land and buildings 376,280 
Unallocated charged to deficit 169,846 


Less: minority interest in Ilco Corporation on acquisition 
Net assets acquired 


The purchase consideration was as follows: 


Cash paid to existing shareholders of 75.7% 
of common shares and 71.4% of preferred shares 


Cash paid for treasury common shares bringing 
the company’s interest to 93.3% 


49,492 


1,032,260 
1,081,752 


546,126 


1,627,878 
595,600 


$ 1,032,278 
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1,032,260 
$ 1,032,278 


Concurrently with the acquisition of Ilco Corporation the company issued 75,000 common shares of its capital stock 
at $4 per share in consideration for the purchase from another corporation of a note of $300,000 payable by Ilco 


Corporation. 


Consolidated net earnings for the current year includes the results of operations of Ilco Corporation and its sub- 
sidiaries from the approximate date of acquisition, February 1, 1972. For the contribution of Ilco Corporation and 


its subsidiaries to the consolidated net income, see (Note 21). 


. Inventories 
a) Major components of inventories are as follows: 1972 

Raw materials 1,738,608 
Work-in-process 3,362,546 
Finished goods 1,812,660 
Dies (net of cost recoveries from customers) 59,402 
6,973,216 

Less: Provision for obsolescense and losses 
on discontinuance of products and product lines 1,307,359 
$ 5,665,857 


b) Provision for losses on discontinuance of products and product lines: 


1971 


433,504 
208,615 
196,126 

57,246 


895,491 


$ 895,491 


Concurrent with the company’s acquisition of Ilco Corporation, the subsidiary commenced to discontinue certain 
unprofitable products and product lines and to consolidate certain manufacturing operations. In anticipation of 
losses from abandonning or scrapping related inventory, Ilco Corporation established provisions for subsequent 
losses in the amount of $750,000 at December 31, 1971. During the current period certain lines were discontinued 
and the related inventory was sold where possible. Losses realized as a result of these disposals were charged 
against the provision reducing it by approximately $263,000 during the period ended June 30, 1972. The remain- 
ing balance of $487,000 is expected to be absorbed in future periods as the remaining discontinued products 


are disposed of and is included in the provision of $1,307,359 shown above. 
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5. Fixed Assets 


Major components of fixed assets are as follows: 1972 

Accumulated Net 

Cost Depreciation Value 
Land 382,700 — 382,700 
Buildings | 1,926,663 986,890 939,773 
Plant, machinery and equipment 7,100,695 4,522,768 21st heer 
Leasehold improvements 364,405 49,710 314,695 
$ 9,774,463 $. 5,559,368 $4,215,095 


6. Bank Indebtedness 


1971 


Net 
Value 


88,594 
466,859 
1,379,717 @ 
218,217 


- Accounts receivable and inventories are pledged as collateral for bank indebtedness. Ilco Corporation has also 


granted mortgages on its real property and a floating charge on its other assets which together have a carrying — 


value of $1,548,000 as additional security for its bank indebtedness which totals $2,624,950. This collateral is 
subject to prior mortgages and liens in favour of Massachusetts Business Development Corporation loan shown as- 


part of long-term debt (Note 7). 


7. Long-Term Debt 


Ilco Corporation and its subsidiaries (payable in United States funds): 
First mortgage due to Massachusetts Business Development 
Corporation, interest at prime rate plus 3% (minimum rate - 92%), 
payable in monthly instalments, maturing 1982 


5% loan, payable in monthly instalments, maturing 1980 — unsecured 
Others, maturing on various dates through 1978 — unsecured 
Total — llco Corporation and its subsidiaries. 


Unican Security Systems Ltd. and other subsidiaries: 


734% First mortgage bonds, payable in monthly 
instalments maturing August 1976 


9VY%2% Debentures, held by government development grant 
agency, payable in monthly instalments, maturing 
January 15, 1980 (in arrears, see below) 


123/4% First mortgage bond, payable in monthly 

instalments, maturing August 15, 1976 

Loans from shareholders of which repayment 

is subordinated to repayment of bank advances 

8V%4 % loan, payable to a government development grant agency 

in monthly instalments, maturing May 15, 1979 (in arrears, see below) 
Loans, payable to a government development grant agency without 
interest (except under certain conditions). The principal will be 
forgiven by the lender over a specified period of time provided 

the borrower adheres to the conditions of the loan agreement. 

In the event of non-adherence at any time, the loan becomes payable 
on demand. During the year an amount of $11,733 was forgiven. 

12% loan, payable in monthly instalments, maturing March 31, 1975 
12.85% loan, payable in monthly instalments, maturing April 30, 1975 
Long-term debt liquidated during the current year 

Other (payable in United States funds) 


TOTAL LONG-TERM DEBT 


(NOTE 7 — CARRIED FORWARD) 
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AO72 


1,000,000 
500,000 
183,496 


1,683,496 


107,800 


179,672 


167,000 
250,400 


220,949 


93,867 
TEALO 
65,416 


39,290 


1,140,554 


$ 2,824,050 


1974 


134,200 


190,140 


200,000 
151,600 


245,804 


105,600 


N22; fe 
48,000 


1,198,116 
$ 1,198,116 


$ 2,153,387 


(NOTE 7 — CONTINUED) 


The long-term debt of Unican Security Systems Ltd., and other subsidiaries, other than loans from shareholders, 
is secured by a charge against all fixed assets and a floating charge on all remaining assets of certain subsidiaries. 
The carrying value of the assets pledged amounts to $2,346,000. 


As at June 30, 1972, current instalments on long-term debt owing to a government development grant agency were 


in arrears by approximately $18,500 (1971 - $10,000). No actions have been taken by the agency in respect of 
such defaults. 


The aggregate amount of payments estimated to be required in each of the next five years to meet principal retirement 
provisions of long-term debt agreements presently in effect are as follows: 


Year ending June 30 Amount 
1973 $297,000 
1974 .. $330,000 
1975 $330,000 
1976 $302,000 
1977 $250,000 


8. Capital Stock 


a) By supplementary letters patent dated December 24, 1971, the authorized common shares of the company were 
increased from 1,200,000 common shares without nominal or par value to 2,000,000 common shares without 
nominal or par value. 


b) Shares issued during the year were as follows: 


Number Price 
of Per Total 
Shares Share Consideration Description of Consideration 
40,500 $2.00 81,000 Conversion of 8% % unsecured 
convertible debentures 
440,000 $3.50 1,540,000 Cash 
75,000 $4.00 300,000 Note receivable from Ilco Corporation, 
a subsidiary acquired during the year 
(see Note 3) 
555,500 1,921,000 


Less: Share issue expenses of $53,871, 
net of applicable deferred 
income taxes of $18,988 34,883 


Net proceeds $1,886,117 


9. Stock Options 


10. 


Employees Stock Option: 
1,500 Common shares exercisable at $8 per share expiring at the rate of 500 shares per annum. 


10,000 Common shares are reserved for an officer presently engaged in research of certain processes. Should 
these processes become marketable, the officer has the option to purchase these shares at $8 per share. 
This option expires June 30, 1975. 


Commitments Under Long-Term Lease 


The company rents a building from shareholders under a long-term tease which expires on October 31, 1983. 
Annual rentals are payable in advance, with the next payment amounting to $58,000 due on October 31, 1972. 
Annual rentals reduce by $2,000 per year until October 31, 1981 and a final payment of $15,000 is due on October 
31, 1982 in respect of the ensuing year. Under a separate agreement, the company has an option to purchase 
the property at any time during the term of the lease for the original purchase price to the shareholders of $350,000, 
plus interest at the rate of 3% compounded annually. 
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Contingent Liabilities 


a) A government grant of $82,450 was obtained during the year which was credited $10,450 to fixed assets and 
$72,000 to income as a reduction to research and development expenditures. Under the provision of this grant 
the company is required to create a number of new jobs within a three year period. In the event that the total 
number of new jobs is not created, the company will be required to repay a portion of the grant to the govern- 
ment agency, based on the pro-rata deficiency in the number of jobs created. At June 30, 1972, approximately 
one half of the jobs had been created and the company expects to create the balance of the jobs within the 
three year period. 


b) Ilco Corporation has guaranteed indebtedness of approximately $57,000 in connection with the disposition of 
one of its subsidiaries during 1970. 
Antitrust Litigation 


During 1970 and 1971, Ilco Corporation was named in a number of class actions against manufacturers of lock 
hardware alleging violations of antitrust laws. These actions were brought in various jurisdictions and have been 
consolidated for pretrial proceedings in the United States District Court for the District of Connecticut. Legal 


counsel is unable to assess whether any of these actions have merit and Ilco Corporation and counsel are unable ~ 


to determine what damages, if any, may result from these actions. 


. Other Litigation 


Ilco Corporation has been served with a writ for a suit in equity begun by the Director of the Division of Water — 


Pollution Control of the Commonwealth of Massachusetts. The suit is presently pending and involves the implemen- — 
tation of installing anti-pollution devices to prevent unlawful pollution of the Nashua River. Legal counsel does © 
not expect any damages and anticipates the suit will be resolved by having the subsidiary implement capital — 
expenditures necessary to comply with the Clean Waters Act of the Commonwealth of Massachusetts. It is the — 
opinion of management that these capital expenditures will not exceed $250,000. 


. Subsequent Events 


a) As of July 1, 1972, three of the company’s Canadian subsidiaries have been amalgamated. 


b) Under the terms of a private placement agreement entered into subsequent to June 30, 1972, the company has 
agreed to issue 250,000 shares at a price of $4.25 per share, less a commission of $0.20 per share. 


c) The company has made an exchange offer to purchase all of the 4,940 outstanding $50. par value preferred 
stock of Keil Lock Co. Inc., a wholly owned subsidiary of Ilco Corporation, at a rate of: . 


(1) $37.50 per share payable in three equal instalments, or 
(2) 10 shares of the company’s common stock for each preferred share oustanding. 


The company expects to issue 38,030 common shares and pay $10,275 to preferred shareholders during the next 
year. 


d) Under a agreement dated August 16, 1972, Ilco Corporation has agreed to sell its lock plant at Selma, Alabama 
(held by a subsidiary of Ilco Corporation). The selling price being $1,000,000 for the plant and real estate plus 
the cost of its inventory. The total consideration is payable on the closing date, which, at the buyer’s option, is 
to be either October 31, 1972, November 30, 1972 or December 31, 1972. 


The assets of the plant and real estate to be sold were written up to fair value on the acquisition of Ilco Corpo- 
ration (Note 3) and as a result the selling price approximates the book value. If the transaction is not completed 
by December 31, 1972, the purchaser will forfeit a deposit of $75,000 paid to the company subsequent to June 
30, 1972. 


Changes in Accounting Practices 


a) Accumulated depreciation — fixed assets: 


Commencing with the year 1970, but not retroactively, certain subsidiaries changed the basis of calculating depre- 
ciation on fixed assets from the declining balance method to the straight line basis using the estimated useful 
lives indicated in (Note 2(b)). Had the revised basis been in effect for years prior to 1970, cumulative depre- 


(NOTE 15 — CARRIED FORWARD) 
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(NOTE 15 — CONTINUED} 


16. 


ciation expenses for those years would have been less by $166,461. Since the effect of not recording the 
retroactive adjustment of $166,461 would change depreciation expense in future years to a basis not in accordance 
with the company’s accounting policies in this respect as described in (Note 2(b) ), the company has in the 
Current year given retroactive effect to the change initiated in 1970. Accordingly, accumulated depreciation as 
at June 30, 1971, 1970 and 1969 has been decreased by $166,461, less applicable deferred income taxes of 
$86,560 by a credit to deficit at those dates. 


b) Excess of cost over net book value of underlying assets of subsidiaries at dates of acquisition: 


In previous years, the company has carried as an asset the excess of the cost of the shares of subsidiaries 
over the net book value of the underlying assets at the dates of acquisition. Commencing with the current 
year, the company has adopted the policy of charging such excesses to deficit in the year of acquisition. 
Accordingly, the accumulated excess of $674,495 as at June 30, 1971 and 1970 has been charged to deficit 
at those dates. 


Comparative figures for 1971 have been restated to give retroactive effect to all changes in accounting practice. 


Restated Deficit at Beginning of Year 


The deficit at the beginning of the year has been restated to give retroactive effect to the following: 


1972 1971 
INCREASE (DECREASE) IN OPENING DEFICIT 
Correction of cash basis to accrual basis of professional fees 
charged to income — resulting in net increase in 1972 income 
of $6,240 (1971 - decrease $13,272) less 
applicable deferred income taxes 20,160 6,888 
Reduction in accumulated depreciation as at June 30, 1971, 
1970 and 1969 of $166,461, less applicable deferred income 
taxes of $86,560 (per Note 15(a) ) (79,901) (79,901) 
Excess of cost over net book value of underlying assets of 
subsidiaries acquired prior to June 30, 1971 (per Note 15(b) ) 674,495 674,495 
Adjustments to deferred income tax provisions 
for the years up to June 30, 1971 (74,746) (90,526) 
Total retroactive adjustments 540,008 510,956 
Deficit at beginning of year, as previously reported 363; 199 467,576 
RESTATED DEFICIT AT BEGINNING OF YEAR $ 903,767 $ 978,532 
. Government Grants 
During the current year, the following government grants were obtained: 
Taxable Non-Taxable 
Total Grants Grants 
In respect of acquisitions of fixed asses 10,450 — 10,450 
In respect of current research and development expenses 242,073 155,073 97,000 
bene, 020 $ 155,073 $ 107,450 
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18. Income Taxes 


19. 


20. 
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Losses sustained in prior years are available as a deduction for income tax purposes in future years as follows: 


Unican Security Systems Ltd. 
and other subsidiaries 


6,750 


— 47,748 
111,135 
17,356 


Ilco 

Deduction available until Corporation 
1973 292,000 

1974 477,000 

1975 446,000 

1976 719,000 

1977 379,000 
$2,313,000 


In addition, llco Corporation has United States foreign tax credits and investment tax credits totalling $98,000 and 
$138,000, respectively, which are available as deductions for income tax purposes in various years up to 1979. 


The companies charge operations with income taxes applicable to current earnings. Income taxes deferred by 
claiming deductions for income tav purposes in years other than the year in which charges are made to operations 
are shown in the balance sheet as deferred income taxes. Income tax savings resulting from the deduction of 
prior years’ losses from the current year’s taxable income are shown in the statement of earnings as an extraordinary 


gain. 


Interests of Minority Shareholders in Subsidiary Companies 
a) Interests of minority shareholders are as follows: 


Minority interests of preferred shareholders 
Minority interests of common shareholders 


b) The minority interests in net income of subsidiaries are as follows: 


Dividends to preferred shareholders of subsidiary company 
Interest of minority common shareholders in net income of subsidiaries 


Extraordinary Gains (Losses) 

Extraordinary gains (losses) are as follows: 
Net losses on disposals of real estate of $9,448, less 
applicable deferred income taxes of $6,581 see (Note 23) 


Income tax savings resulting from the deduction of prior years’ 
losses from the current year’s taxable income 


Minority interest in extraordinary gains 


POiK2 


629,210 
8,349 


> 637,559 


6,175 
16,058 


$ 22,233 


1972 


(2,597) 


216,819 
(11,901) 


$ 202,321 


21. Analysis of Consolidated Income and Earnings per Share 


ee: 


23. 


24. 


The following is a summary of the income for the year which indicates the contribution that the newly acquired Ilco 
Corporation and its subsidiaries, mentioned in Note 3, have made to the consolidated net income. 


1972 1971 


Unican Security Unican Security 
Ilco Corporation Systems Ltd. and Systems Ltd. and 


Consolidated and its subsidiaries its other its other 

Operations (5 months) subsidiaries subsidiaries 
SALES $ 16,104,776 $7,977,738 $ 8,126,458 $ 5,418,071 
Net income before extraordinary gains 385,776 128,060 257,716 B/ PAG 
Extraordinary gains 202,321 165,721 36,600 17,546 
NET INCOME $ 588,097 $ 293,781 $ 294,316 $ 74,765 
EARNINGS PER SHARE: 
Net income before extraordinary gains 34¢ 11¢ 23¢ 6¢ 
Extraordinary gains 18¢ 15¢ 3¢ 2¢ 
NET INCOME PER SHARE 52¢ 26¢ 26¢ 8¢ 
FULLY DILUTED EARNINGS PER SHARE: aS er vie ‘eM 
Net income before extraordinary gains 33¢ 10¢ 
Extraordinary gains 17¢ ~14¢ 
NET INCOME PER SHARE 50¢ 24¢ 


FULLY DILUTED EARNINGS PER SHARE — Fully diluted earnings per share is based on the assumption that all 
of the 5% convertible preferred stock of Ilco Corporation outstanding at June 30, 1972 had been converted into 
common shares as of the date of acquisition (Note 3). The exercising of the common stock options (Note 9) and 
conversion of preferred shares referred to in (Note 14(c) ), would not have a dilutive effect on earnings per share. 


Remuneration of Directors and Officers 


1972 1971 
Unican Security —_Ilco Corporation Other Unican Security 
Systems Ltd. (5 months) subsidiaries Systems Ltd. and 
its subsidiaries 
Number of directors 7 6 29 27 
Aggregate remuneration of directors 
as directors $ 4.<4,500 -— — $026,500 
Number of officers 5 6 36 26 
Aggregate remuneration of officers 
as officers $135,307 $ 45,800 $ 70,244 $ 170,467 
Number of officers who are also directors 3 3 19 16 


Transactions with Shareholders 


a) On June 30, 1972, the company sold a property to certain of its shareholders at a price of $140,000, which sale 
resulted in a loss of $64,070. The shareholders assumed a mortgage on the real estate of $33,610, and the 
balance of the purchase price, amounting to $106,390, was received by the company subsequent to June 30, 
1972. Under a separate agreement, the company has an option to reacquire the property at any time for the 
Original purchase price to the shareholders of $140,000 plus interest at the rate of 3% compounded annually. 


b) Rental of building from shareholders — see (Note 10). 


Comparative Figures 
Certain figures have been reclassified to conform to the presentation adopted in 1972. The comparative figures for 
1971 were reported upon by other auditors. 
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Auditors’ Report 
To the Shareholders, 
Unican Security Systems Ltd. 


We have examined the consolidated balance sheet of Unican Security Systems Ltd. and its subsidiaries as at June 30, 
1972 and the consolidated statements of income, deficit, contributed surplus and source and use of funds for the year 
then ended. Our examination of the financial statements of Unican Security Systems Ltd. and those subsidiaries of 
which we are the auditors included a general review of the accounting procedures and such tests of accounting records 
and other supporting evidence as we considered necessary in the circumstances. We have relied on the reports of the 
auditors who have examined the financial statements of the other subsidiaries. 


In our opinion, subject to the final outcome of the anti-trust legislation referred to in Note 12, these consolidated fiancial 
statements present fairly the financial position of the companies as at June 30, 1972 and the results of their operations 
and the source and use of their funds for the year then ended, in accordance with generally accepted accounting 
principles which, after giving retroactive effect to the changes in accounting practices described in Note 15, have been 
applied on a basis consistent with that of the preceding year. 


Laventhol, Krekstein, Horwath & Horwath 
Chartered Accountants 


Montreal, Quebec, 
September 28, 1972. 


GENERAL INFORMATION: 
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Headquarters Office 


5795 de Gaspe Ave., 
Montreal 326, Que. 
(514) 273-0451 


Auditors 


Laventhol, Krekstein, Horwath & Horwath, 
Suite 621, . 

Place Victoria, 

Montreal 115, Que. 


Counsel 


McCarthy, Monet, Johnston & Heenan, 
4 Place Ville Marie, 
Montreal, Que. 


Bowditch, Gowetz & Lane, 
340 Main St., No. 565, 
Worcester, Mass. 


Stock Exchange 


Montreal Stock Exchange 
Montreal, Quebec 


Registrar — Transfer Agents 


Royal Trust Company, 
Montreal, Toronto 


Bankers 


The Toronto Dominion Bank, 
3590 St. Lawrence Blvd., 
Montreal 130, Que. 


The First National Bank of Boston, 
100 Federal Street, 
Boston, Mass. 02110 


Worcester County National Bank, 
P.O) BOX S29." 
Worcester, Mass. 01608 


Subsidiaries 


Capitol Industries Ltd., 
5795 de Gaspe Ave., 
Montreal 326, Que. 


Richmond Machine Tool and 
Die Casting Company Limited, 
Summerstown, Ontario 


Unican Security Systems, Corp. 
55 Bridge St. Rear, 
Plattsburg, New York 12901 


Simplex Security Systems Inc., 
10 Front Street, 
Collinsville, Conn. 06022 


Ilco Corp., 
35 Daniels Street, 
Fitchburg, Mass. 01420 
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